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For a long time, terms of trade is considered to be an important indicator of 
national trade interests. With the rapid development of economic globalization, the 
relationship between macroeconomic trends and terms of trade is being gotten more 
and more researchers’ attention. Compared with developed countries, the volatility of 
terms of trade is greater and the response to the shock of terms of trade is more 
sensitive in developing countries. 
The classical theory “Prebisch-Singer” Hypothesis believes that the terms of 
trade in developing countries are going to be worse. According to the traditional 
theory “Harberger -Laursen -Metzler” Effect Theory, the deterioration of terms of 
trade will result in lower levels of output and trade balance, thus reducing the level of 
benefits in the country. However, from the development process of large emerging 
economies and developing countries in recent decades, many countries including 
China realized rapid growth when terms of trade experienced a continued 
deterioration. It's obvious that the traditional theory cannot explain this phenomenon. 
Based on characteristics of developing countries in the current phase, this paper 
explores the reality and characteristics of terms of trade in developing countries in the 
new world framework. The theory conduction mechanism of output effect, trade 
balance effect and inflation effect of changes in terms of trade in developing countries 
is analyzed, and empirical research is conducted. By the analysis of historical 
experience, theory and empirical research, the paper draws the following conclusions: 
Firstly, there is no consistently obvious deterioration of terms of trade in 
developing countries since the 1980s. The rapid development of a large number of 
emerging economies and developing economies has promoted the resource 
commodity prices. This would help to improve the terms of trade in developing 
countries who export resource products mainly. In addition, as more and more 
developing countries join in the international manufacturing trade system, the 















features of terms of trade in developing countries. 
Secondly, the deterioration of terms of trade has promoted economic growth, 
while the improvement of terms of trade has reduced economic growth in developing 
countries. This is contrary to the expectation of traditional theory. This is determined 
by the characteristics of economic growth of developing countries in the current phase. 
The deterioration of terms of trade and the rapid increase in labor productivity exist 
side by side in latecomer and catch-up countries. The deterioration of terms of trade is 
already moving to form the advantage of export trade in these countries. However, 
this impact of terms of trade on economic growth is weakened with the economic 
development. 
Thirdly, in developing countries, there is S Curve Effect which is the empirical 
rule between terms of trade and trade balance in developed countries. And the 
estimation results of panel dynamic model show that the deterioration of terms of 
trade would lead trade balance to decline before rise, while the improvement of terms 
of trade would lead trade balance to rise before decline. The empirical result is not 
only consistent with S Curve Hypothesis, but also can partly explain the deteriorating 
of terms of trade coexists with the expanding of trade surplus in China. 
Fourthly, the exogenous shock of deterioration of terms of trade would push up 
inflation, while the exogenous shock of improvement in terms of trade would help to 
reduce inflation. The further estimation results of panel threshold model show that 
only when openness and foreign reserves are above the threshold level and 
fluctuations of exchange rate is below the threshold level, the impact of changes in 
terms of trade on inflation can show up. 
The conclusions of this paper provide some policy implications for developing 
countries about participating in international trade. According to the characteristics of 
current phase of economic growth, developing countries should participate in 
international trade based on comparative advantages and achieve rapid economic 
catch-up by increasing labor productivity. But in the long term, developing countries 
should foster endogenous comparative advantage in order to avoid "Immiserzing 
















and adopt reasonable way to adjust the exchange rate mechanism to actively prevent 
the adverse shocks which is caused by changes in terms of trade to macroeconomic 
stability. 
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